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Introduction
The North American Free Trade Agreement (NAFTA) has been in effect since January 1, 1994. Signed by President George H. W. Bush on December 17, 1992, and approved by Congress on November 20, 1993, the NAFTA Implementation Act was signed into law by President William J. Clinton on December 8, 1993 (P.L. 103-182). NAFTA continues to be of interest to Congress because of the importance of Canada and Mexico as U.S. trading partners, and also because of the implications NAFTA has for U.S. trade policy. This report provides an overview of North American trade liberalization before NAFTA, an overview of NAFTA provisions, the economic effects of NAFTA, and policy considerations.
The 114 th Congress, in both its legislative and oversight capacities, faces numerous issues related to international trade. The Obama Administration has made the proposed Trans-Pacific Partnership (TPP) free trade agreement one of its top trade priorities. 1 The United States, Canada, and Mexico, along with nine other countries, are participating in the TPP negotiations. If negotiations are concluded and Congress approves an agreement, it would affect the rules and market access commitments governing North American trade since NAFTA entered into force. A related trade policy issue in which the effects of NAFTA may be explored is the possible renewal of Trade Promotion Authority (TPA; formerly known as "fast-track authority") to provide expedited procedures for the consideration of bills to implement trade agreements. 2 Some trade policy experts and economists give credit to NAFTA and other free trade agreements (FTAs) for enhancing economic linkages between countries, creating more efficient production processes, increasing the availability of lower-priced consumer goods, and improving living standards and working conditions. Others have blamed FTAs for disappointing employment trends, a decline in U.S. wages, and for not having done enough to improve labor standards and environmental conditions abroad.
NAFTA influenced other FTAs that the United States later negotiated and also influenced multilateral negotiations. NAFTA initiated a new generation of trade agreements in the Western Hemisphere and other parts of the world, influencing negotiations in areas such as market access, rules of origin, intellectual property rights, foreign investment, dispute resolution, worker rights, and environmental protection. The United States currently has FTAs with 20 countries. As with NAFTA, these trade agreements have often been supported or criticized on similar arguments related to jobs.
Market Opening Prior to NAFTA
The concept of economic integration in North America was not a new one at the time NAFTA negotiations started. In 1911, President William Howard Taft signed a reciprocal trade agreement with Canadian Prime Minister Sir Wilfred Laurier. After a bitter election, Canadians rejected free trade and ousted Prime Minister Laurier, thereby ending the agreement. In 1965, the United States and Canada signed the U.S.-Canada Automotive Products Agreement that liberalized trade in cars, trucks, tires, and automotive parts between the two countries. 3 The Auto Pact was credited as a pioneer in creating an integrated North American automotive sector. In the case of Mexico, the government had been implementing reform measures since the mid-1980s, prior to NAFTA, to liberalize its economy. By 1990, when NAFTA negotiations began, Mexico had already taken significant steps towards liberalizing its protectionist trade regime.
The U.S.-Canada Free Trade Agreement of 1989
The United States and Canada recently marked the 25 th anniversary of the October 3, 1987, signing of the U.S.-Canada Free Trade Agreement (FTA). The FTA was the first economically significant bilateral FTA signed by the United States. 4 Implementing legislation 5 was approved by both houses of Congress under "fast-track authority"-now known as trade promotion authority (TPA)-and signed by President Ronald Reagan on September 28, 1988. While the FTA generated significant policy debate in the United States, it was a watershed moment for Canada. Controversy surrounding the proposed FTA led to the so-called "free trade election" in 1988, in which sitting Progressive Conservative Prime Minister Brian Mulroney, who negotiated the agreement, defeated Liberal party leader John Turner, who vowed to reject it if elected. After the election, the FTA was passed by Parliament in December 1988, and it came into effect between the two nations on January 1, 1989. At the time, it probably was the most comprehensive bilateral FTA negotiated worldwide and contained several groundbreaking provisions. It
• Eliminated all tariffs by 1998. Many were eliminated immediately, and the remaining tariffs were phased out in 5-10 years.
• Continued the 1965 U.S.-Canada Auto Pact, but tightened its rules of origin.
Some Canadian auto sector practices not covered by the Auto Pact were ended by 1998.
• Provided national treatment for covered services providers and liberalized financial services trade. Facilitated cross-border travel for business professionals.
• Committed to provide prospective national treatment for investments originating in the other, although established derogations from national treatment such as for national security or prudential reasons were allowed to continue. Banned imposition of performance requirements, such as local content, import substitution, or local sourcing requirements.
• Expanded the size of federal government procurement markets available for competitive bidding from suppliers of the other country. It did not include subfederal government procurement.
• Provided for a binding binational panel to resolve disputes arising from the agreement (a Canadian insistence).
• Prohibited most import and export restrictions on energy products, including minimum export prices. This was carried forth in NAFTA only with regard to Canada-U.S. energy trade.
Many of these provisions were incorporated into, or expanded in, NAFTA. However, the FTA did not include, or specifically exempted, some issues that would appear in NAFTA for the first time. These include
• Intellectual property rights (IPR). The FTA did not contain language on intellectual property rights. NAFTA was the first FTA to include meaningful disciplines on IPR.
• Cultural exemption. It exempted the broadcasting, film, and publishing sectors.
This exemption continues in NAFTA.
• Transportation services and investment in the Canadian energy sector were excluded from the FTA. These exclusions were limited in NAFTA.
• Trade remedies. Neither the FTA nor NAFTA ended the use of trade remedy actions (anti-dumping, countervailing duty, or safeguards) against the other. This was a key Canadian goal of the FTA. NAFTA did create a separate dispute settlement mechanism to adjudicate trade remedy disputes, but this mechanism has not been replicated in other FTAs.
• Softwood lumber. The FTA grandfathered in the then-present 1986
Memorandum of Understanding (MOU) governing softwood lumber trade. Over time, the MOU has been replaced by other agreements-such as the current Softwood Lumber Agreement (SLA) expiring in October 2015-and, at times, by resort to trade remedy actions.
• Agricultural supply management. Canada was able to exempt its agriculture supply management system, although it committed to allow a small increase in imports of dairy, poultry, and eggs, which carried over into the NAFTA. The United States was also able to exclude certain products from liberalization commitments under the FTA and the NAFTA.
Mexico's Pre-NAFTA Trade Liberalization Efforts
Well before NAFTA negotiations began, Mexico was liberalizing its protectionist trade and investment policies that had been in place for decades (see Appendix B for more information on Mexico's pre-NAFTA protectionist policies). The restrictive trade regime began after Mexico's revolutionary period and remained until the early-to mid-1980s when the country was facing a debt crisis. It was at this time that the government took unilateral steps to open and modernize its economy by relaxing investment policies and liberalizing trade barriers. The trade liberalization measures that began in the mid-1980s shifted Mexico from one of the world's most protected economies into one of the most open. Mexico now has 12 FTAs involving 44 countries. Mexico's first steps in opening its closed economy focused on reforming its import substitution policies in the mid-1980s. Further reforms were made in 1986 when Mexico became a member of the General Agreement on Tariffs and Trade (GATT). As a condition of becoming a GATT member, for example, Mexico agreed to lower its maximum tariff rates to 50%. Mexico went further by reducing its highest tariff rate from 100% to 20%. Mexico's trade-weighted average tariff fell from 25% in 1985 to about 19% in 1989. 7 Although Mexico had been lowering trade and investment restrictions since 1986, the number of remaining barriers for U.S. exports remained high at the time of the NAFTA negotiations. Mexico required import licenses on 230 products from the United States, affecting about 7% of the value of U.S. exports to Mexico. Prior to its entry into GATT, Mexico required import licenses on all imports. At the time of the NAFTA negotiations, about 60% of U.S. agricultural exports to Mexico required import licenses. Mexico also had numerous other nontariff barriers, such as "official import prices," an arbitrary customs valuation system that raised duty assessments. 8 For Mexico, an FTA with the United States represented a way to lock in the reforms of its market opening measures from the mid-1980s to transform Mexico's formerly statist economy after the devastating debt crisis of the 1980s. 9 The combination of the severe economic impact of the debt crisis, low domestic savings, and an increasingly overvalued peso put pressure on the Mexican government to adopt market-opening economic reforms and boost imports of goods and capital to encourage more competition in the Mexican market. An FTA with the United States was a way of blocking domestic efforts to roll back Mexican reforms, especially in the politically sensitive agriculture sector. NAFTA helped deflect protectionist demands of industrial groups and special interest groups in Mexico. 10 One of the main goals of the Mexican government was to increase investment confidence in order to attract greater flows of foreign investment and spur economic growth. Since the entry into force of NAFTA, Mexico has used the agreement as a basic model for other FTAs Mexico has signed with other countries.
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For the United States, NAFTA represented an opportunity to expand the growing export market to the south, but it also represented a political opportunity for the United States and Mexico to work together in resolving some of the tensions in the bilateral relationship. 12 An FTA with Mexico would help U.S. businesses expand exports to a growing market of almost 100 million people. U.S. officials also recognized that imports from Mexico would likely include higher U.S. content than imports from Asian countries. In addition to the trade and investment opportunities that NAFTA represented, an agreement with Mexico would be a way to support the growth of political pluralism and a deepening of democratic processes in Mexico. NAFTA also presented an opportunity for the United States to spur the slow progress on the Uruguay Round of multilateral trade negotiations. 13 Ibid.
Overview of NAFTA Provisions
At the time that NAFTA was implemented, the U.S.-Canada FTA was already in effect and U.S. tariffs on most Mexican goods were low. NAFTA opened up the U.S. market to increased Mexican imports and the Mexican market to the United States and Canada, creating one of the largest single markets in the world. Some of the key NAFTA provisions included tariff and nontariff trade liberalization, rules of origin, services trade, foreign investment, intellectual property rights protection, government procurement, and dispute resolution. Labor and environmental provisions were included in separate NAFTA side agreements.
Removal of Trade Barriers
The market opening provisions of the agreement gradually eliminated all tariffs and most nontariff barriers on goods produced and traded within North America over a period of 15 years after it entered into force. Some tariffs were eliminated immediately, while others were phased out in various schedules of 5 to 15 years. U.S. import-sensitive sectors, such as glassware, footwear, and ceramic tile, received longer phase-out schedules.
14 NAFTA provided the option of accelerating tariff reductions if the countries involved agreed. 15 The agreement included safeguard provisions in which the importing country could increase tariffs, or impose quotas in some cases, on imports during a transition period if domestic producers faced serious injury as a result of increased imports from another NAFTA country. It terminated all existing drawback programs by January 1, 2001. 16 Given that the U.S.-Canada FTA was already in place, most of the market opening measures resulted in the removal of U.S. tariffs and quotas applied to imports from Mexico, and Mexican trade barriers applied to imports from the United States and Canada. At the time that NAFTA went into effect, about 40% of U.S. imports from Mexico entered duty-free and the remainder faced duties of up to 35%, with a trade-weighted average rate of about 7%. Mexico's tradeweighted tariff on U.S. agricultural products averaged about 11%. Also affecting U.S.-Mexico trade were both countries' phytosanitary rules, Mexican import licensing requirements, and U.S. marketing orders.
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Some of the more significant changes took place in the textiles, apparel, automotive, and agricultural industries. Elimination of trade barriers in these key industries are summarized below.
• 16 A duty drawback is the refund or waiver in whole or in part of customs duties assessed or collected upon importation of an article or materials which are subsequently exported. 17 Marketing orders were designed to set national guidelines for product quality, market promotion, and supply levels. The most significant Mexican products that were affected by U.S. marketing orders included tomatoes, onions, avocados, grapefruit, oranges, olives, and table grapes. 18 NAFTA rules of origin for textiles and apparel define when imported textile or apparel goods qualify for preferential treatments. For most products, the rule of origin is "yarn forward", which means that goods must be produced from yarn made in a NAFTA country to benefit from preferential treatment. over a 10-year period. Prior to NAFTA, 65% of U.S. apparel imports from Mexico entered duty-free and quota-free, and the remaining 35% faced an average tariff rate of 17.9%. Mexico's average tariff on U.S. textile and apparel products was 16%, with duties as high as 20% on some products.
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• Automotive Industry. NAFTA phased out Mexico's restrictive auto decree. It phased out all U.S. tariffs imports from Mexico and Mexican tariffs on U.S. and Canadian products as long as they met the rules of origin requirements of 62.5% North American content for autos, light trucks, engines and transmissions; and 60% for other vehicles and automotive parts. Some tariffs were eliminated immediately, while others were phased out in periods of 5 to 10 years. Prior to NAFTA, the United States assessed the following tariffs on imports from Mexico: 2.5% on automobiles, 25% on light-duty trucks, and a trade-weighted average of 3.1% for automotive parts. Mexican tariffs on U.S. and Canadian automotive products were as follows: 20% on automobiles and light trucks, and 10%-20% on auto parts.
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• Agriculture. NAFTA set out separate bilateral undertakings on cross-border trade in agriculture, one between Canada and Mexico, and the other between Mexico and the United States. As a general matter, U.S.-Canada FTA provisions continued to apply on trade with Canada. 21 Regarding U.S.-Mexico agriculture trade, NAFTA eliminated most non-tariff barriers in agricultural trade, either through their conversion to tariff-rate quotas (TRQs) 22 or ordinary tariffs. Tariffs were phased out over a period of 15 years with sensitive products such as sugar and corn receiving the longest phase-out periods. Approximately one-half of U.S.-Mexico agricultural trade became duty-free when the agreement went into effect. Prior to NAFTA, most tariffs, on average, in agricultural trade between the United States and Mexico were fairly low though some U.S. exports to Mexico faced tariffs as high as 12%. However, approximately one-fourth of U.S. agricultural exports to Mexico (by value) were subjected to restrictive import licensing requirements.
23

Services Trade Liberalization
NAFTA services provisions established a set of basic rules and obligations in services trade among partner countries. The agreement expanded on initiatives in the U.S.-Canada FTA and the Uruguay Round of multilateral trade negotiations to create internationally agreed disciplines on government regulation of trade in services. 24 The agreement granted services providers certain rights concerning nondiscriminatory treatment, cross-border sales and entry, investment, and access to information. However, there were certain exclusions and reservations by each country. These included maritime shipping (United States), film and publishing (Canada), and oil and gas drilling (Mexico). 25 Although NAFTA liberalized certain service sectors in Mexico, particularly financial services, which profoundly altered its banking sector, other sectors were barely affected. 26 In telecommunications services, NAFTA partners agreed to exclude provision of, but not the use of, basic telecommunications services. NAFTA granted a "bill of rights" for the providers and users of telecommunications services, including access to public telecommunications services; connection to private lines that reflect economic costs and available on a flat-rate pricing basis; and the right to choose, purchase, or lease terminal equipment best suited to their needs. 27 However, NAFTA did not require parties to authorize a person of another NAFTA country to provide or operate telecommunications transport networks or services. NAFTA did not bar a party from maintaining a monopoly provider of public networks or services, such as Telmex, Mexico's dominant telecommunications company.
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Other Provisions
In addition to market opening measures through the elimination of tariff and non-tariff barriers, NAFTA incorporated numerous other provisions, including foreign investment, intellectual property rights (IPR), dispute resolution, and government procurement.
• Foreign Investment. NAFTA removed significant investment barriers, ensured basic protections for NAFTA investors, and provided a mechanism for the settlement of disputes between investors and a NAFTA country. NAFTA provided for "non-discriminatory treatment" for foreign investment by NAFTA parties in certain sectors of other NAFTA countries. The agreement included explicit country-specific liberalization commitments and exceptions to national treatment. Exemptions from NAFTA investment provisions include the energy sector in Mexico in which the Mexican government reserved the right to prohibit foreign investment. It also included exceptions related to national security and to Canada's cultural industries.
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• IPR. NAFTA built upon the then-ongoing Uruguay Round negotiations that would create the Trade Related Aspects of Intellectual Property Rights (TRIPS) agreement in the World Trade Organization and on various existing international intellectual property treaties. The agreement set out specific enforceable commitments by NAFTA parties regarding the protection of copyrights, patents, trademarks, and trade secrets, among other provisions.
• Dispute Settlement Procedures. NAFTA's provisions for preventing and settling disputes were built upon provisions in the U.S.-Canada FTA. NAFTA created a system of arbitration for resolving disputes that included initial consultations, 25 United States General Accounting Office (GAO), "North American Free taking the issue to the NAFTA Trade Commission, or going through arbitral panel proceedings. 30 NAFTA included separate dispute settlement provisions for addressing disputes over antidumping and countervailing duty determinations.
• Government Procurement. NAFTA opened up a significant portion of federal government procurement in each country on a nondiscriminatory basis to suppliers from other NAFTA countries for goods and services. It contains some limitations for procurement by state-owned enterprises.
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NAFTA Side Agreements on Labor and the Environment
The NAFTA text did not include labor or environmental provisions, which was a major concern to many in Congress at the time of the agreement's consideration. Some policymakers called for additional provisions to address numerous concerns about labor and environmental issues, specifically in Mexico. Other policymakers argued that the economic growth generated by the FTA would increase Mexico's resources available for environmental and worker rights protection. However, congressional concerns from policymakers, as well as concerns from labor and environmental groups, remained strong.
Shortly after he began his presidency, President Clinton addressed labor and environmental concerns by joining his counterparts in Canada and Mexico in negotiating formal side agreements. The NAFTA implementing legislation included provisions related to the side agreements, authorizing U.S. participation in NAFTA labor and environmental commissions and appropriations for these activities. The North American Agreement on Labor Cooperation (NAALC) and the North American Agreement on Environmental Cooperation (NAAEC) entered into force on January 1, 1994, the same day as NAFTA.
32 NAFTA implementing legislation also included two adjustment assistance programs, designed to ease trade-related labor problems: the NAFTA Transitional Adjustment Assistance (NAFTA-TAA) Program and the U.S. Community Adjustment and Investment Program (USCAIP).
The labor and environmental side agreements included language to promote cooperation on labor and environmental matters as well as provisions to address a party's failure to enforce its own labor and environmental laws. Perhaps most notable were the side agreements' dispute settlement processes that, as a last resort, may impose monetary assessments and sanctions to address a party's failure to enforce its laws. 33 NAFTA marked the first time that labor and environmental provisions were associated with an FTA. For many, it represented an opportunity for cooperating on environmental and labor matters across borders and for establishing a new type of relationship among NAFTA partners.
34
30 If the parties are unable to resolve the issue through consultations, they may take the dispute to the NAFTA Trade Commission, which is comprised of Ministers or cabinet-level officers designated by each country. A party may also request the establishment of an arbitral panel, which may make recommendations for the resolution of the dispute. 31 GAO, Report to Congress, September 1993, pp. 69-71. 32 The USCAIP, administered by the North American Development Bank, provides financial assistance to communities with significant job losses due to changes in trade patterns with Mexico or Canada as a result of NAFTA. 33 In addition to the two trilateral side agreements, the United States and Mexico entered into a bilateral side agreement to NAFTA on border environmental cooperation. 35 In this agreement, the two governments committed to cooperate on developing environmental infrastructure projects along the U.S.-Mexico border to address concerns about the degradation of the environment along the U.S.-Mexico border due to increased economic activity. The agreement established two organizations to address these concerns: the Border Environment Cooperation Commission (BECC), located in Juárez, Mexico, and the North American Development Bank (NADBank), located in San Antonio, Texas. The sister organizations work closely together and with other partners at the federal, state and local level in the United States and Mexico to develop, certify, and facilitate financing for water and wastewater treatment, municipal solid waste disposal, and related projects on both sides of the U.S.-Mexico border region. Both organizations also have ongoing efforts to measure the results of the projects on the border region. From 1995 to 2011, BECC certified 189 projects (86 in the United States and 103 in Mexico), representing nearly $4.3 billion in environmental infrastructure investment, directly benefiting 14 million border residents. NADBank has financed 152 of these projects with approximately $1.33 billion in loans and grants. 36 These projects have provided border residents with more access to drinking water, sewer and wastewater treatment. They also include water conservation, air quality, and renewable energy projects.
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Trade Trends and Economic Effects
Many economists contend that trade liberalization promotes overall economic growth and efficiency among trading partners, although there are short-term adjustment costs. NAFTA was unusual in global terms because it was the first time that an FTA linked two wealthy, developed countries with a low-income developing country. For this reason, the agreement received considerable attention by U.S. policymakers, manufacturers, service providers, agriculture producers, labor unions, non-government organizations, and academics. Proponents argued that the agreement would help generate thousands of jobs and reduce income disparity between Mexico and its northern neighbors. Opponents warned that the agreement would create huge job losses in the United States as companies moved production to Mexico to lower costs. 38 Estimating the economic impact of trade agreements is a daunting task due to a lack of data and important theoretical and practical matters associated with generating results from economic models. In addition, such estimates provide an incomplete accounting of the total economic effects of trade agreements. 39 Numerous studies suggest that NAFTA achieved many of the intended trade and economic benefits. 40 Other studies suggest that NAFTA has come at a cost to 35 Not all changes in trade and investment patterns within North America since 1994 can be attributed to NAFTA because trade has also been affected by a number of factors. The sharp devaluation of the peso at the end of the 1990s and the associated recession in Mexico had considerable effects on trade, as did the rapid growth of the U.S. economy during most of the 1990s and, more recently, the economic slowdown caused by the 2008 financial crisis. Traderelated job gains and losses since NAFTA may have accelerated trends that were ongoing prior to NAFTA and may not be totally attributable to the trade agreement.
The Agreement Between the Government of the United States of America and the Government of the United Mexican States Concerning the Establishment of a Border Environment Cooperation Commission and a North American
U.S. Trade Trends with NAFTA Partners
Overall Trade U.S. trade with its NAFTA partners has more than tripled since the agreement took effect. It has increased more rapidly than trade with the rest of the world. In 2011, trilateral trade among NAFTA partners reached the $1 trillion threshold. Since 1993, total U.S. trade with Mexico increased more rapidly than total trade with Canada and trade with non-NAFTA countries. In 2014, Canada was the leading market for U.S. exports, while Mexico ranked second. The two countries accounted for 34% of total U.S. exports in 2014. In imports, Canada and Mexico ranked second and third, respectively, as suppliers of U.S. imports in 2014. The two countries accounted for 27% of U.S. imports. 
Trade by Product
In 2014, U.S. imports in crude petroleum oil ranked first among the five leading import items from NAFTA partners, as shown in Figure 3 . 43 The next leading import items were motor vehicles, motor vehicle parts, motor vehicles for the transport of goods, and non-crude petroleum products. The value of crude oil imports from both Canada and Mexico in 2014 totaled $110.9 billion. In 2009, the value of crude oil imports dropped considerably, from $100.1 billion in 2008 to $59.1 billion in 2009, reflecting a drop in oil prices that year. In 2014, the top five U.S. export items to NAFTA partners were motor vehicle parts, non-crude petroleum oil products, motor vehicles, crude petroleum oil, and machinery parts, as shown in Figure 3 . 
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Trade with Mexico
The United States is, by far, Mexico's leading partner in merchandise trade. U.S. exports to Mexico increased rapidly since NAFTA, increasing from $41.6 billion in 1993 to $240.3 billion in 2014, an increase of 478% (see Table A 
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Effect on the U.S. Economy
The overall net effect of NAFTA on the U.S. economy has been relatively small, primarily because total trade with both Mexico and Canada was equal to less than 5% of U.S. GDP at the time NAFTA went into effect. Because many, if not most, of the economic effects came as a result of U.S.-Mexico trade liberalization, it is also important to take into account that two-way trade with Mexico was equal to an even smaller percentage of GDP (1.4%) in 1994. Thus, any changes in trade patterns would not be expected to be significant in relation to the overall U.S. economy. A major challenge in assessing NAFTA is separating the effects that came as a result of the agreement from other factors. U.S. trade with Mexico and Canada was already growing prior to NAFTA and it likely would have continued to do so without an agreement. A 2003 report by the Congressional Budget Office observed that it was difficult to precisely measure the effects of NAFTA. It estimated that NAFTA likely increased annual U.S. GDP, but by a very small amount-"probably no more than a few billion dollars, or a few hundredths of a percent." 48 In 44 Trade statistics in this paragraph are derived from data from the U. some sectors, trade-related effects could have been more significant, especially in those industries that were more exposed to the removal of tariff and non-tariff trade barriers, such as the textile, apparel, automotive, and agriculture industries.
Studies by the U.S. International Trade Commission (USITC) on the effects of NAFTA pointed out the difficulty in isolating the agreement's effects from other factors. Although the effects of NAFTA are not easily measured, the USITC provided some estimates over the years. A 2003 study estimated that U.S. GDP could experience an increase between 0.1% and 0.5% upon full implementation of the agreement. 49 Another USITC study that was congressionally mandated in 1997 offered a comprehensive assessment of the operation and effects of NAFTA after three years. 50 The report estimated that NAFTA had a small, but positive, effect on the overall U.S. economy. Some of the findings include the following: data inadequacies at the industry level made it difficult to isolate the effects of NAFTA on absolute trade flows; U.S. trade with NAFTA partners increased more rapidly than U.S. trade with the rest of the world; the share of U.S. exports in the Mexican market increased by a higher percentage than the share of total imports from other countries; industries such as autos, chemicals, textiles, and electronics benefitted by achieving synergies across the North American market.
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U.S. Industries and Supply Chains
Many economists and other observers have credited NAFTA with helping U.S. manufacturing industries, especially the U.S. auto industry, become more globally competitive through the development of supply chains. 52 Much of the increase in U.S.-Mexico trade, for example, can be attributed to specialization as manufacturing and assembly plants have reoriented to take advantage of economies of scale. As a result, supply chains have been increasingly crossing national boundaries as manufacturing work is performed wherever it is most efficient. 53 A reduction in tariffs in a given sector not only affects prices in that sector but also in industries that purchase intermediate inputs from that sector. The importance of these direct and indirect effects is often overlooked, according to one study. The study suggests that these linkages offer important trade and welfare gains from free trade agreements and that ignoring these input-output linkages could underestimate potential trade gains. 
Auto Sector
NAFTA was instrumental in the integration of the North American auto industry, which experienced some of the most significant changes in trade following the agreement. U.S. auto parts producers may use inputs and components produced by another NAFTA partner to assemble parts, which are then shipped to another NAFTA country where they are assembled into a vehicle that is sold in any of the three NAFTA countries. 57 NAFTA provisions consisted of a phased elimination of tariffs and the gradual removal of many non-tariff barriers to trade. It provided for uniform country of origin provisions, enhanced protection of intellectual property rights, adopted less restrictive government procurement practices, and eliminated performance requirements on investors from other NAFTA countries. NAFTA established the removal of Mexico's restrictive trade and investment policies and the elimination of U.S. tariffs on autos and auto parts.
After NAFTA's entry into force, U.S. trade in vehicles and auto parts increased rapidly. Mexico became a more significant trading partner in the U.S. motor vehicle market as U.S. auto exports to Mexico increased 251% while imports increased 679% between 1993 and 2014 (see 55 Source: Compiled by CRS using trade data from the USITC at http://dataweb.usitc.gov. For 2013, "vehicles" consists of items under the North American Industrial Classification System (NAICS) number 3361 and "parts" consists of items under NAIC number 3363.
Note:
The NAICS is the standard used by Federal statistical agencies in classifying business establishments for the purpose of collecting, analyzing, and publishing statistical data related to the U.S. business economy.
Effect on Mexico
A number of studies have found that NAFTA has brought economic and social benefits to the Mexican economy as a whole, but that the benefits have not been evenly distributed throughout the country. 59 The agreement also had a positive impact on Mexican productivity. A 2011 World Bank study found that the increase in trade integration after NAFTA had a positive effect on stimulating the productivity of Mexican plants. 60 Most post-NAFTA studies on economic effects have found that the net overall effects on the Mexican economy tended to be positive but modest. While there have been periods of positive and negative economic growth in Mexico after the agreement was implemented, it is difficult to measure precisely how much of these economic changes was attributed to NAFTA. A World Bank study assessing some of the economic impacts from NAFTA on Mexico concluded that NAFTA helped Mexico get closer to the levels of development in the United States and Canada. manufacturers adapt to U.S. technological innovations more quickly; likely had positive impacts on the number and quality of jobs; reduced macroeconomic volatility, or wide variations in the GDP growth rate, in Mexico; increased the levels of synchronicity in business cycles in Mexico, the United States, and Canada; and reinforced the high sensitivity of Mexican economic sectors to economic developments in the United States. 61 Other studies suggest that NAFTA has been disappointing in that it failed to significantly improve the Mexican economy or lower income disparities between Mexico and its northern neighbors.
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Some argue that the success of NAFTA in Mexico was probably limited by the fact that NAFTA was not supplemented by complementary policies that could have promoted a deeper regional integration effort. These policies could have included improvements in education, industrial policies, and/or investment in infrastructure. 63 One of the more controversial aspects of NAFTA is related to the agricultural sector in Mexico and the perception that NAFTA has caused a higher amount of worker displacement in this sector than in other economic sectors. Many critics of NAFTA say that the agreement led to severe job displacement in agriculture, especially in the corn sector. One study estimates these losses to have been over 1 million lost jobs in corn production between 1991 and 2000. 64 However, while some of the changes in the agricultural sector are a direct result of NAFTA as Mexico began to import more lower-priced products from the United States, many of the changes can be attributed to Mexico's unilateral agricultural reform measures in the 1980s and early 1990s. Most domestic reform measures consisted of privatization efforts and resulted in increased competition. Measures included eliminating state enterprises related to agriculture and removing staple price supports and subsidies. 65 These reforms coincided with NAFTA negotiations and continued beyond the implementation of NAFTA in 1994. The unilateral reforms in the agricultural sector make it difficult to separate those effects from the effects of NAFTA.
U.S.-Mexico Trade Market Shares
Mexico relies heavily on the United States as an export market; this reliance has diminished very slightly over the years. The percentage of Mexico's total exports going to the United States decreased from 83% in 1993 to 78% in 2013 (see Figure 4) 65 Mexico's unilateral agricultural reform measures removed government subsidies and price controls in the agricultural sector that resulted in rising prices for tortillas. Tortillas are the basic staple for the Mexican diet and a necessity of the poor. For this reason, higher prices had a greater effect on the poor than on middle-and higher-income Mexicans. Mexico also reformed its Agrarian Law. Lands that had been distributed to ejidos or community rural groups following the 1910 revolution gained the right to privatize. This led to more efficient production processes, especially in Northern states.
1993 and 2013, the U.S. share of Mexico's imports decreased from 78% to 55%. China is Mexico's second-leading source of imports. 
U.S. and Mexican Foreign Direct Investment
Foreign direct investment (FDI) has been an integral part of the economic relationship between the United States and Mexico for many years, especially after NAFTA. Two-way investment increased rapidly after the agreement went into effect. The United States is the largest source of FDI in Mexico. The stock of U.S. FDI in Mexico increased from $15.2 billion in 1993 to $101.0 billion in 2013, a 564% increase (see Table A -4 in Appendix A). The flows of FDI have been affected by other factors over the years, with higher growth during the period of economic expansion during the late 1990s, and slower growth in recent years, possibly due to the economic downturn caused by the 2008 global financial crisis and/or the increased violence in Mexico. Mexican FDI in the United States, while substantially lower than U.S. investment in Mexico, has also increased rapidly, from $1.2 billion in 1993 to $17.6 billion in 2013, an increase of over 1000% (See Table A 
Income Disparity
One of the main arguments in favor of NAFTA at the time it was being proposed by policymakers was that the agreement would improve economic conditions in Mexico and narrow the income disparity between Mexico and the United States and Canada. Studies that have addressed the issue of economic convergence 67 have noted that economic convergence in North America has failed to materialize. One study states that NAFTA failed to fulfill the promise of closing the Mexico-U.S. development gap and that this was partially due to the lack of deeper forms of regional integration or cooperation between Mexico and the United States. 68 The study contends that domestic policies in both countries, along with underlying geographic and demographic realities, contribute to the continuing disparities in income. The authors argue that neither Mexico nor the United States adopted complementary policies after NAFTA that could have promoted a more successful regional integration effort. These policies could include education, industrial policies, and more investment in border and transportation infrastructure. The authors also note that other developments, such as increased security along the U.S.-Mexico border after the September 11 terrorist attacks, have made it much more difficult for the movement of goods and services across the border and for improving regional integration. They argue that the two countries could cooperate on policies that foster convergence and economic development in Mexico instead of increasing security and "building walls." 69 A World Bank study states that NAFTA brought economic and social benefits to the Mexican economy, but that it is not enough to help narrow the disparities in economic conditions between Mexico and the United States. 70 It contends that Mexico needs to invest more in education, innovation, and infrastructure, and in the quality of national institutions. The study also states that income convergence between a Latin American country and the United States is limited by the wide differences in the quality of domestic institutions, in the innovation dynamics of domestic firms, and in the skills of the labor force. While NAFTA had a positive effect on wages and employment in some Mexican states, the wage differential within the country increased as a result of trade liberalization. 71 Another study also notes that the ability of Mexico to improve economic conditions depends on its capacity to improve its national institutions, adding that Mexican institutions did not improve significantly more than those of other Latin American countries since NAFTA went into effect. 
Effect on Canada
As noted earlier, the U.S.-Canada FTA came into effect on January 1, 1989. Thus, trade liberalization between the two countries was well underway-or already completed-by the time of the implementation of NAFTA. This section summarizes the effect of trade liberalization from both agreements on Canada.
From the Canadian perspective, the important consequence of the FTA may have been what did not happen, that is, that many of the fears of opening up trade with the United States did not come to pass. Canada did not become an economic appendage or "51 st state" as many had feared. It did not lose control over its water or energy resources; its manufacturing sector was not gutted. Rather, as one Canadian commentator remarked, "free trade helped Canada to grow up, to turn its face out to the world, to embrace its future as a trading nation, [and] to get over its chronic sense of inferiority." 73 However, some hopes for the FTA, for example, that it would be a catalyst for greater productivity in Canadian industry, also have not come to pass.
U.S.-Canada Trade Market Shares
The United States is the number one purchaser of Canadian goods and supplier of imports to Canada. Canada's share of its exports going to the United States steadily increased during the 1980s, from 60. The composition of trade has also changed. Canada initially entered a manufacturing recession after the conclusion of the FTA as branch plants of U.S. companies set up behind the Canadian tariff wall were abandoned. However, more internationally competitive manufacturing sectors thrived as long as the Canadian dollar (nicknamed the loonie for the soaring loon pictured on its reverse) was relatively cheap. From a low point of a Canadian dollar worth US$0.65 in 2002, the loonie reached parity in 2007, and has hovered around the parity point until 2013 before sliding to a recent US$0.92. The appreciation has been attributed to the boom in Canada's natural resources-oil and gas displaced motor vehicles as Canada's largest export to the United States in 2005. The "great recession" and the woes of the integrated North American auto sector also took a toll on Canadian manufacturing.
For some advocates in Canada, free trade was meant to alleviate the long-term labor productivity gap between the United States and Canada. Open competition was seen as forcing Canadian industry to be more productive. In much of the free trade era, this gap could be accounted for by the low value of the Canadian dollar. As adding capital equipment (often purchased from the United States) was relatively more expensive than hiring extra workers, the latter was often employed. The appreciation of the Canadian dollar has made additional capitalization more attractive, but labor productivity recently remained only at 72% of U.S. levels. 74 The relatively low productivity levels of Canadian industry, as well as its relatively low investments in research and development (R&D), and relatively lower expenditures on information technology, are seen as threatening to Canadian long-term competitiveness, and remain of concern to Canadian 74 Kevin Lynch, "Canada's Challenge-From Good to Great," Inside Policy, October 2012. policymakers, despite leading the organization of Economic Cooperation and Development's ranking of the population with post-secondary education.
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U.S. and Canadian Foreign Direct Investment
Two-way investment has also increased markedly during the free trade era, both in terms of stock and flow of investment. The United States is the largest single investor in Canada with a stock of FDI into Canada reaching $368.3 billion in 2013, up from a stock of $69.9 billion in 1993 (see Table A -4) . U.S. investment represents nearly 51.5% of the total stock of FDI in Canada from global investors. U.S. FDI flows into Canada averaged $3.28 billion in the five years prior to the FTA, and actually fell to an average of $1.7 billion in the first six years of the FTA, mainly attributed to divestments of U.S.-owned branch plants in Canada. However, U.S. flows into Canada increased markedly to an average of $14.9 billion during the years 1995 to 2012. 76 The stock of U.S. FDI is now equivalent to 18% of the value of Canadian GDP, in contrast to 1% at the beginning of the FTA.
While Canada is not the largest investor in the United States, the United States was the largest destination for Canadian FDI in 2013 with a stock of $237.9 billion, an increase from $26.6 billion in 1988. 77 Approximately 40.7% of Canadian FDI was invested in the United States in 2012. Canadian FDI flows into the United States annually averaged $2.3 billion in five years prior to the FTA, and an annual average of $1.8 billion during the FTA years, but increased to an annual average of $9.9 billion from 1995 to 2012. 78 These trends highlight the changing view of FDI among Canadians, from one that could be considered fearful or hostile to FDI as vehicles of foreign control over the Canadian economy, to one that is more welcoming of new jobs and techniques that result from FDI.
Issues for Congress
Many economists and business representatives generally look at NAFTA as a success and credit it for fueling unprecedented North American trade and creating job growth in the United States. They look to build on NAFTA's momentum to improve trade relations and economic integration within the region. However, labor groups and some consumer-advocacy groups argue that the agreement has had negative effects. They maintain that the agreement resulted in outsourcing and lower wages that have had a negative effect on the U.S. economy and that it has caused job dislocations in Mexico, especially in agriculture.
Given the increasing number of regional trade agreements throughout the world and the ongoing Trans-Pacific Partnership (TPP) free trade negotiations, one general question that policymakers may consider in forming future trade policy is whether or not NAFTA has lost its relevance. countries the same preferences to the U.S. market that Canada and Mexico benefit from under NAFTA. Similarly, these FTAs have lessened the preferences the United States has in other markets.
Both proponents and critics of NAFTA agree that the three countries should look at what the agreement has failed to do as they look to the future of North American trade and economic relations. Policies could include strengthening institutions to protect the environment and worker rights; considering the establishment of a border infrastructure plan; increasing regulatory cooperation; promoting research and development to enhance the global competiveness of North American industries; investing in more border infrastructure to make border crossings more efficient; and/or creating more efforts to lessen income differentials within the region.
Trans-Pacific Partnership (TPP)
In December 2012, Canada and Mexico began participating in the ongoing negotiations for a proposed TPP free trade agreement (FTA) among 12 countries in the Asia-Pacific region. 79 The United States is an active participant in the negotiations and was among the first tranche of countries to join the original four members of the Trans-Pacific Strategic Economic Partnership (Brunei, Chile, New Zealand, and Singapore) to launch the TPP negotiations in the fall of 2008. With 26 negotiating groups and 29 chapters under discussion, the TPP partners envision the agreement to be "comprehensive and high-standard," in that they seek to eliminate tariffs and non-tariff barriers to trade in goods, services, and agriculture, and to establish rules on a wide range of issues, including intellectual property rights, foreign direct investment, and other economic activities. They also strive to create a "21 st century agreement" that addresses new and cross-cutting issues presented by an increasingly globalized economy.
The United States has indicated that it is only negotiating bilateral market access in the TPP talks with countries with which it does not have FTAs-Brunei, Japan, Malaysia, New Zealand, and Vietnam. The addition of Japan to the negotiations in the summer of 2013 may afford all three NAFTA countries with the possibility of additional market opening opportunities. However, the United States has sought to go beyond current U.S. FTAs in its proposed rules chapters. This has become a point of contention in the talks and may become an issue for Canada and Mexico as well. The TPP may have implications for NAFTA in several areas, including intellectual property rights (IPR), investment, services, and government procurement, as well as labor and environmental provisions. The related provisions in more recent free trade agreements that the United States has negotiated, such as those with Colombia, Panama, Peru, and South Korea, include commitments that go beyond NAFTA. If agreement is reached on a TPP, Canada and Mexico may have to adhere to stronger and more enforceable labor and environmental provisions, stronger IPR provisions, and some issues that were not addressed in detail in the NAFTA, such as disciplines on state-owned enterprises. 
Regulatory Cooperation
Policymakers may consider issues on how the United States can improve cooperation with its North American neighbors in the areas of trade, transportation, competitiveness, economic growth, and security enhancement. The United States, Canada, and Mexico have made efforts since 2005 to increase cooperation on these issues through various endeavors, most notably by participating in trilateral summits known as the North American Leaders Summits. The most recent Summit took place on February 19, 2014, in Toluca, Mexico. President Barack Obama met with Mexican President Enrique Peña Nieto and Canadian Prime Minister Stephen Harper to discuss the economic well-being of the region; education initiatives; energy and climate change; citizen security; and regional and global outreach. 80 Canada postponed the 2015 Summit that had been planned for January 2015, stating that it would take place sometime in the fall.
After the first North American Leaders' Summit on March 23, 2005, in Waco, TX, the three countries agreed on enhancing regulatory cooperation through the former initiative known as the Security and Prosperity Partnership of North America (SPP). The main goal was to increase and enhance prosperity in the United States, Canada, and Mexico through regulatory cooperation.
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The Obama Administration has affirmed its commitment to continue past efforts on North American cooperation but under a different approach from the SPP initiative. While these efforts have served as mechanisms to increase communications on issues of mutual interest, their role has been limited because there are no binding agreements. Some critics of North American trilateral cooperation contend that the efforts are an attempt to create a common market or economic union in North America. Others contend that past efforts under the SPP were contributing to the creation of a so-called "NAFTA Superhighway" that would link the United States, Canada, and Mexico with a "super-corridor."
82 Proponents of North American competitiveness and security cooperation view the initiatives as constructive to addressing issues of mutual interest and benefit for all three countries. Business groups generally support increased North American cooperation and believe that it is necessary to enhance the competitiveness of U.S. businesses in the global market. 80 The White House, Office of the Press Secretary, Fact Sheet: Key Deliverables for the 2014 North American Leaders Summit, February 19, 2014. 81 The SPP was endorsed by all three countries, but it was not a signed agreement or treaty and contained no legally binding commitments or obligations. Although the SPP built upon the existing trade and economic relationship of the three countries, it was distinct and separate from NAFTA. 82 See for example, Society for American Sovereignty, at http://www.americansov.org.
Proposals for Deeper Regional Integration
The rising number of regional trade agreements throughout the world, in addition to the rising presence of China in Latin America, could have implications for U.S. trade policy with its NAFTA partners beyond the proposed TPP. Some trade policy experts contend that a deepening of economic relations with Canada and Mexico will help promote a common trade agenda with shared values. In addition to economic effects, forming deeper trade and investment ties would have positive implications for corporate governance, labor rights, environmental protection, and democratic governance. 83 Some policy experts emphasize the importance of North American trade in intermediate goods and supply chains. They argue that the governments of the three countries should improve cooperation in this area and invest more in improving border infrastructure. The increased security measures that began after September 11, 2001, have resulted in a disruption in production chains due to extended and unpredictable wait times along the border. This has disproportionately hurt small and medium sized businesses. 84 The United States and Mexico have recognized the need to enhance cooperation on prioritizing the economic relationship and security and have developed the Twenty-First Century Border Initiative for this purpose. 85 While the initiative has resulted in improvements along the border, some observers contend that policymakers could devote more energy to improving cooperation and enhancing efficiency in cross-border trade.
Other experts have proposed ideas to address ongoing problems in the region and make North American industries more competitive. Some proposals that have emerged include calls for rethinking the current trade relationship under NAFTA by broadening the scope of North American integration and cooperation. One idea, for example, is to develop a North American Investment Fund to help close the income gap between Mexico and its northern neighbors. The proposed fund would be administered by the World Bank and used to fund infrastructure projects to connect the south of Mexico to the United States and Canada, and also to improve postsecondary education in Mexico. 86 Other ideas are to set up a Customs Union in North America, such as that of the European Union, with a common external tariff to facilitate trade and deepen North American integration; develop a cooperative approach on immigration; and promote regulatory convergence. 87 The proponents of these ideas admit that it would be very difficult for Congress to approve these proposals in the near future, but argue that it is important to think about such options based on the increasing interdependence among NAFTA partners and common interests concerning the future of the region. 
Notes:
The North American Industrial Classification System (NAICS) is the standard used by federal statistical agencies in classifying business establishments for the purpose of collecting, analyzing, and publishing statistical data related to the U.S. business economy.
